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I.   Home  Equity  Conversion  Methods 
A.   Potential  and  Demand 


In  theory,  the  potential  impact  of  home  equity  conver- 
sion improving  the  economic  well-being  of  older  homeowners 
could  be  substantial.   Three  out  of  four  elderly-headed 
households  own  their  own  homes.   Among  the  elderly  poor,  three 
out  of  five  households  own  their  own  homes.   Furthermore,  four 
out  of  five  older  homeowners  hold  title  of  their  property  clear 
of  debt.   Home  equity  accounts  for  70%  of  the  total  assets 
held  by  elderly  homeowners . 

Currently,  there  are  approximately  12.5  million  homes 
owned  by  older  persons  in  the  United  States.   The  average 
value  of  these  homes  is  in  excess  of  $50,000.   This  trans- 
lates into  an  aggregate  net  home  equity  held  by  elderly  homeowners 
of  over  $500  billion  nationally. 

Bruce  Jacobs  of  the  University  of  Rochester  conducted  a 
detailed  analysis  of  the  1977  Annual  Housing  Survey,  which 
revealed  that  one-fourth  of  all  low-income  elderly  homeowners 
and  two-fifths  of  low-income  homeowners  over  the  age  of  75 
could  raise  their  incomes  over  the  poverty  level  by  liquidating 
the  equity  in  their  homes.   Of  homeowners  aged  75  and  over 
with  incomes  below  150  percent  of  poverty,  approximately 
half  could  raise  their  incomes  by  25%  and  a  quarter  by  50% 
or  more  through  home  equity  conversion. 
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Massachusetts  ranks  tenth  among  the  states  in  the  number  of  people  over 
65  years  of  age  and  eighth  in  the  number  of  people  over  60,  (12.7  percent  and 
17.5  percent,  respectively,  of  the  state's  total  population  are  within  these 
two  age  groups) ,  according  to  the  1980  Census. 

Of  the  more  than  two  million  housing  units  in  Massachusetts  in  1980, 
approximately  1,170,000  (or  57.5  percent)  were  owner-occupied;  and 
approximately  3,640,000  persons  (or  65.8  percent  of  the  state's  total  pop- 
ulation) lived  in  such  owner-occupied  units.   Approximately  462,000  indivi- 
duals over  65  years  of  age  in  Massachusetts  live  in  owner-occupied  housing 
units;  and  approximately  148,600  housing  units  in  Massachusetts  are  occupied 
by  owners  who  are  65  years  of  age  or  older. 

Among  owner-occupied  non-condominium  housing  units  in  Massachusetts, 
according  to  1980  Census  data,  more  than  295,000  are  currently  un-mortgaged; 
with  an  estimated  37,500  units  occupied  by  owners  over  65  years  of  age. 
Many  of  the  elderly  homeowners  in  the  state  could  stabilize  and  improve 
their  financial  position  from  well-conceived  equity-conversion  techniques. 

Actual  consumer  demand,  however,  for  home  equity  conversion  may  fall 
far  short  of  any  objective  measures   of  market  potential  since  all  home  equity 
conversion  plans  are  voluntary.   Elderly  homeowners  must  choose  to  convert 
the  equity  in  their  homes. 

There  are  several  reasons  why  elderly  homeowners  may  not  choose  to 
liquidate  some  or  all  of  the  equity  in  their  homes.   These  include  1)  absence 
of  an  income  need,  2)  reluctance  to  view  liquidating  ones's  home  equity  as 
a  sound  practice,  3)  wanting  to  preserve  home  equity  as  a  bequest  to  heirs, 
4)  general  adversion  to  debt,  5)  reluctance  to  relinquish  ownership  rights, 
6)  the  cost  of  the  transaction,  7)  the  risk  associated  with  a  given  plan, 
and  8)  the  fear  of  losing  SSI,  Medicaid  or  other  benefits  due  to  increased  inc ■ 
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B.  General  Characteristics 

Every  home  equity  conversion  plan  generates  additional  income,  yet  it 
also  involves  a  cost  to  the  elderly  homeowner.   This  cost,  which  varies 
depending  upon  the  home  equity  conversion  technique  employed,  can  include 
interest,  origination  fees,  foregone  appreciation,  or  a  brokerage  commis- 
sion.  In  addition,  every  plan  uses  up  home  equity.   That  is,  the  more 
equity  you  convert  into  income  today,  the  less  you  and/or  your  heirs  will 
have  in  the  future. 

The  more  equity  you  have,  the  more  you  can  convert  into  income.   In 
general,  persons  with  low  home  values  will  be  able  to  realize  smaller 
benefits  than  persons  with  moderate  or  high  values.   However,  their  benefits 
may  still  represent  significant  percentage  increases  in  their  disposable 
incomes. 

In  other  words,  home  equity  conversion  plans  only  let  you  use  what  you 
already  have.   They  can  increase  the  utility,  but  not  the  amount,  of  home 
equity.   Homeowners  with  substantial  remaining  mortgage  debt  and  renters  can 
not  be  candidates  for  home  equity  conversion. 

Finally,  all  home  equity  conversion  plans  carry  some  element  of  risk 
for  the  homeowner.   This  risk  can  include  the  danger  of  depleting  your  home 
equity  during  your  lifetime  and  the  loss  of  appreciation  or  other  investment 
opportunities. 

C.  Home  Equity  Conversion  Plans 

1.   Reverse  Mortgages 
Reverse  mortgages  provide  a  series  of  monthly  loan  advances  to  a  home- 
owner with  repayment  of  all  interest  and  principal  deferred  until  an  agreed- 
<j  upon  future  time.   Reverse  mortgage  loan  advances  are  made  by  the  lender  to 
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to  the  borrower  automatically  every  month  throughout  the  term  of  the  loan. 
No  payment  of  any  kind  is  due  on  a  reverse  mortgage  until  the  end  of  the 
loan  term.   The  term  of  the  reverse  mortgage  loan  is  established  when  the 
loan  is  closed.   It  may  be  a  fixed  number  of  years,  usually  five  to  ten,  or 
as  in  the  case  of  a  risk-pooling  approach  to  reverse  mortgage  lending,  the 
term  may  be  explicitly  related  to  the  borrower's  age.   However,  in  all  plans 

the  loan  becomes  due  if  the  borrower  dies  or  sells  the  home  prior  to  the 

3 
end  of  the  term. 

The  following  are  general  characteristics  of  reverse  mortgages. 

a)  The  more  valuable  the  home,  the  greater 
the  monthly  loan  advances  can  be; 

b)  The  loan  is  advanced  in  monthly  increments 
over  the  term  of  the  loan.   However,  the 

loan  is  repaid  in  a  lump  sum  only  when  the  term  is  over; 

c)  Reverse  mortgage  interest  accrues  more  rapidly  as  the 
loan  term  progresses  ; 

d)  Cash  advances  to  the  borrower  represent  nearly 
one-half  of  the  eventual  loan  balance; 

e)  The  longer  the  term  of  the  loan,  the  smaller  the 
monthly  advance,  the  shorter  the  term  of  the  loan, 
the  larger  the  monthly  advance; 

f)  The  final  loan-to-value  ratio  depends  on  the  loan 
term,  interest  rate,  and  monthly  advance  as  well 
as  upon  appreciation  of  the  home's  market  value. ^ 

Reverse  mortgages  have  been  used  for  a  variety  of  purposes  including 

needed  monthly  income  supplements  for  a  transitional  period  such  as  until 

a  pension  starts,  until  a  home  can  be  repaired/improved  and  a  buyer  found, 

or  until  an  opening  becomes  available  in  a  congregate  or  elderly  housing 

facility.   Income  from  reverse  mortgages  can  also  be  used  to  pay  for  in-home 

services  or  nursing  care.   Some  of  the  oldest  homeowners  have  taken  out 

loans  with  terms  that  match  or  exceed  their  life  expectancy. 
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For  older  homeowners  who  take  out  a  reverse  mortgage  with  a  loan  term 
shorter  than  their  life  expectancy,  the  reverse  mortgage  will  function  best 
as  an  interim  cash  flow  device  for  people  who  plan  to  sell  their  home  at  a 
later  date.   It  can  serve  to  provide  elderly  homeowners  with  added  years 
to  live  in  their  homes.   The  major  hazard  of  a  term  reverse  mortgage  is 
that  the  borrower's  need  for  monthly  cash  advances  may  last  beyond  the  term 
of  the  loan,  the  lender's  capacity  to  refinance,  or  the  home's  available 
equity.   That  is,  the  loan  balance  may  eventually  exceed  the  home's  value  and 
an  older  homeowners' equity  will  have  been  depleted  during  their  lifetime. 
There  is  also  concern  about  how  income  from  a  reverse  mortgage  will  affect 
SSI,  Medicaid, or  other  entitlement  benefits. 
Examples 
San  Francisco  Development  Fund's  Reverse  Annuity  Mortgage  (RAM)  Program 

The  professional  staff  of  the  RAM  Program  provides  free  counseling 
services  to  every  eligible  loan  applicant.   The  staff  members  analyze  the 
applicant's  financial  situation,  income  needs^ and  goals.   They  recommend 
possible  options  and  explain  carefully  all  fees  and  charges  involved.   They 
visit  the  applicant's  property  to  determine  its  condition  and  possible 
rehabilitation  needs. 

Once  a  plan  has  been  chosen,  the  RAM  staff  assists  the  applicant  with 
the  necessary  paperwork  and  follow  through.   Applicants  are  urged  to  include 
family  members  and  professional  advisors  in  all  counseling  sessions.   There 
is  no  charge  for  these  services,  and  participation  by  the  senior  homeowner 
is  completely  voluntary,  with  no  obligation  at  any  time.   The  lending  insti- 
tutions participating  as  a  public  service  in  the  Marin  County  Program  are  the 
Bank  of  America,  Crocker  Bank,  Wells  Fargo  Bank,  and  First  Nationwide  Savings, 
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American  Homestead  "Century  Plan" 


This  reverse  mortgage  instrument  provides  a  monthly  loan  advance  until 
the  borrower  dies,  sells  the  home,  or  reaches  age  100,  whichever  comes  first. 
The  borrower's  life  expectancy  and  the  home's  value  determine  the  amount 
of  the  monthly  advances.   Interest  accrues  on  the  loan  at  a  fixed,  below- 
market  rate  and  no  repayment  is  due  until  the  end  of  the  term. 

The  borrower  agrees  to  give  up  some  or  all  of  any  future  appreciation 
of  the  value  of  the  home  in  exchange  for  this  favorable  financing. 

At  the  end  of  term,  (when  the  borrower  dies,  sells  the  home,  or  reaches 
100)  the  borrowers  liability  is  limited  by  the  value  of  the  home  at  that 
time.   Thus,  even  if  the  outstanding  loan  balance  and  appreciation  share 
owed  to  American  Homestead  exceed  the  value  of  the  home,  American  Homestead 
can  only  recover  an  amount  equal  to  the  home's  value.   American  Homestead 
can  afford  to  do  this  because  they  propose  to  pool  risks  of  mortality, 
property  appreciation,  mobility,  and  casualty  loss  in  a  single  instrument. 
However,  this  risk-sharing  approach  requires  a  large  capital  base  and  scale 
of  operation. 
2.   Sale  Plans 

While  reverse  mortgages  involve  borrowing  against  home  equity,  another 
approach  to  home  equity  conversion  involves  selling  some  of  the  home  equity 
while  retaining  occupancy  rights, 
a.   Sale  Leaseback 

Under  a  sale  leaseback  arrangement,  the  homeowner  sells  the  home  to  an 
investor,  who  can  be  either  an  individual,  a  limited  partnership,  or  an 
institutional  interest.   The  investor  then  leases  back  the  home  to  the 
seller  for  life.   A  sale  leaseback  contract  is  negotiated  and  lays  out  the 
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rights  and  responsibilities  of  the  two  parties.   Usually,  the  new  owner 
takes  over  all  expenses  such  as  taxes,  repairs,  and  insurance  and  would 
pay  the  seller  a  down  payment  plus  regular  monthly  payments.   Typically, 
the  seller  retains  occupancy  rights  and  pays  a  monthly  rent.   Increases  in 
this  monthly  rent  can  be  tied  to  increases  in  the  Consumer  Price  Index. 
The  primary  barrier  to  sale  leasebacks  is  the  lack  of  direction  on  the 
federal  tax  implications  of  residential  sale  leasebacks  for  older  homeowners. 
There  has  been  no  blanket  IRS  ruling  on  whether  a  sale  leaseback  constitutes 
a  real  sale  and  thus,  no  clarification  of  the  effects  on  investor/ owner 
depreciation  and  elderly  homeowner  capital  gain  exclusion. 
Example 
Fouratt  Corporation  -  Carmel,  California 

In  this  sale  leaseback  arrangement,  the  home  is  sold  at  a  discount 
that  is  related  to  the  life  expectancy  of  the  seller.   The  purchase  price 
is  then  divided  into  a  down  payment  and  a  fully  amortizing,  fixed-rate  loan 
from  the  seller  to  the  buyer.   The  term  of  the  loan  is  also  related  to  the 
seller's  life  expectancy.   The  buyer  must  purchase  a  deferred  annuity  for 
the  seller  that  begins  making  monthly  payments  to  the  seller  in  the  month 
following  the  final  loan  payment.   Since  the  amount  of  the  monthly  annuity 
payments  is  equal  to  the  loan  payments,  the  seller  is  guaranteed  a  lifetime 
stream  of  equal  monthly  payments.   The  contract  also  includes  an  annually 

renewable  right  to  lease  and  a  control  on  rent  increases.   The  Fouratt 

6 
Corporation  serves  as  a  broker  between  the  buyer  and  the  seller. 

b.   Life  Estate  (Remainder  Interest) 

In  this  type  of  sale  plan,  an  older  homeowner  would  sell  a  "remainder 

interest"  in  their  home  to  a  person  who  would  become  the  owner  of  the  property 

when  the  seller  dies.   The  seller  retains  a  life  estate,  which  is  a  total 

ownership  right  that  lasts  until  death. 
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Ex ample 

Home  Equity  Living  Plans  (HELP)  -  Buffalo,  N.Y. 

A  senior  citizen  homeowner  who  contracts  with  HELP  can  expect  the 
following  benefits : 

a)  A  maintained  house  and  freedom  from  worry  about  "what  if" 
the  roof  leaks,  the  paint  peels,  the  contractor  doesn't 
show,  etc; 

b)  The  payment  of  property  taxes  and  insurance; 

c)  A  guarantee  that  the  senior  citizen  may  remain  in 
that  home  for  the  rest  of  his/her  life; 

d)  Monthly  checks,  guaranteed  for  life,  which  are  installment 
payments  against  the  equity  in  the  home. 

A  senior  citizen  who  contracts  with  HELP  can  expect  the  following 

cost : 

The  senior  citizen  signs  a  contract   in  which  it  is  stated 
that,  at  the  time  of  his  or  her  death,  the  title  to  the 
house  transfers  to  HELP.   In  this  way,  HELP  is  "re-paid". 

This  particular  plan  is  strongly  targeted  to  housing  conservation 

and  neighborhood  preservation  goals  and  is  financed  by  Community  Development 

Block  Grant  funds. 

3.   Special  Purpose  Loans 

Special  purpose  loans  do  not  have  to  be  repaid  until  the  borrower  dies 
or  sells  the  home.   However,  all  loan  proceeds  must  be  used  for  a  specified 
purpose  such  as  home  repairs,  weather ization,  property  taxes,  or  in-home 
services. 

a.   Deferred  Payment  Loans 

Deferred  payment  loans  have  been  used  as  a  mechanism  to  upgrade  the 
quality  and  af fordability  of  homes  owned  by  older  people  by  providing  elderly 
homeowners  the  liquid  financial  resources  to  invest  in  repairs;  normal 
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maintenance;  weatherization;  and  modifications  such  as  ramps,  rails,  and 
chair  lifts  to  make  the  home  more  accessible.   The  loan  (all  principal  and 
any  interest  charges)  would  not  have  to  be  repaid  until  the  borrower  dies  or 
sells  the  house. 

Most  older  homeowners  are  financially  capable  of  making  these  kinds 
of  investments.   The  problem  is  that  their  ability  to  pay  for  them  is  in  the 
form  of  home  equity  rather  than  current  income.   The  reluctance  of  many  to 
borrow  money  for  these  purposes  is  due  to  their  inability  to  repay  an  install- 
ment loan  from  current  income.   Deferred  payment  loans  can  solve  this  problem. 
The  future  of  deferred  payment  loans  depends  on  several  factors.   These 
include  a  greater  understanding  of  their  usefullness  by  local  governments 
and  housing  agencies^  the  availability  of  capital  either  through  direct  grants 
(  CDBG)  or  debt  financing  (mortgage  revenue  bonds),  and  the  establishment 
of  a  secondary  market. 
Example 
Just-A-Start  Community  Development  Corporation  -  Cambridge,  MA 

Just-A-Start  provides  home  repair  loans  (through  Community  Development 
Block  Grant  Funds)  to  elderly  homeowners.  These  loans  are  then  repaid  when 
the  home  is  sold. 

b.   Home  Equity  Payment  Accounts 

This  special  purpose  loan  enables  elderly  homeowners  to  use  home  equity 
to  pay  for  regular,  periodic  expenses  such  as  property  taxes  or  in-home 
services.   The  cost  of  these  expenses  is  not  paid  in  cash,  but  charged  to  an 
account.   The  charges  plus  interest  may  be  paid  at  any  time,  but  they  are 
not  due  until  the  homeowner  dies  or  sells  the  home.   This  "new  way  to  pay" 

is  in  fact  a  series  of  loan  advances  with  repayment  postponed  until  the 
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home  s  value  becomes  available. 
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Again,  there  is  the  problem  of  equity  depletion  during  the  homeowner's 
lifetime. 
Examples 

California  and  Oregon  operate  property  tax  postponement  programs  using 
general  state  revenues  for  capital  expenses  and  administration.   A  loan  is 
made  to  the  elderly  homeowner  to  pay  their  property  taxes.   This  loan  is 
repaid  along  with  a  subsidized  interest  rate  when  the  home  is  sold. 
Wisconsin  is  planning  a  similar  program  using  tax-exempt  bond  financing. 
The  Wisconsin  program  will  include  insurance  against  equity  depletion  in 
the  form  of  a  loss  reserve  fund  to  cover  any  cases  of  equity  depletion. 
4.   Home  Equity  Construction  Financing 

This  home  equity  conversion  mechanism  can  be  used  to  finance  multi- 
family,  owner-occupied,  residential  structures.   Construction  costs  are 
paid  with  the  aggregate  proceeds  of  short-term,  first-mortgage  loans  taken  out 
by  the  eventual  residents/owners  of  the  multi-unit  structure  on  their  current 

single  family  homes.   These  loans  are  repaid  when  the  homes  are  sold,  and 

q 

the  sellers  move  into  the  condominium  or  cooperative  they  have  financed. 

This  model  allows  the  elderly  homeowner  to  use  the  equity  at  this  stage  of 
their  life,  to  finance  a  smaller  more  practical  unit  that  would  better  meet 
their  needs. 
Example 

Trinity  Homes  of  Oshkosh,  Wisconsin,  has  developed  and  implemented  a 
non-profit  model  of  this  home  equity  conversion  mechanism. 
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NOTES 


1)   Data  in  this  section  is  taken  from: 


a)  Bruce  Jacobs'  "An  Overview  of  the  National  Potential 

for  Home  Equity  Conversion  Into  Income  for  the  Elderly," 
A  Report  to  the  Home  Equity  Conversion  Project,  March, 1982 


2. 


b)  National  Center  for  Home  Equity  Conversion,  "Home-Made 
Pension  Plans:  Converting  Home  Equity  Into  Retirement 
Income",  August,  1982. 

c)  Census  of  Population  and  Housing,  1980. 

National  Center  for  Home  Equity  Conversion,  "Home-Made 

Pension  Plans:   Converting  Home  Equity  Into  Retirement  Income", 

August,  1982. 


Testimony  to  the  House  Select  Committee  on  Aging  Subcommittee 
on  Housing  and  Consumer  Interests  by  Ken  Scholen  on  July  29, 
1981. 


3. 


4. 


5. 
6. 
7. 
8. 
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National  Center  for  Home  Equity  Conversion,  "Home-Made 

Pension  Plans:   Converting  Home  Equity  Into  Retirement  Income," 

August,  1982. 

Ken  Scholen,  "New  Developments  in  Private  Sector  Home  Equity 
Conversion  Loans,"  Home  Equity  Conversion  Project  (Madison, 
Wisconsin) ,  1981. 

.  "Beyond  the  Golden  Age  Club:   New  Products  for 


the  Fastest-Growing  Segment  of  the  American  Population," 
Home  Equity  Conversion  Project  (Madison,  Wisconsin),  1982. 

National  Center  for  Home  Equity  Conversion,  "Home-Made 

Pension  Plans:   Converting  Home  Equity  Into  Retirement 
Income,"  August  1982. 

National  Center  for  Home  Equity  Conversion,  August  1982. 

National  Center  for  Home  Equity  Conversion,  August  1982. 

National  Center  for  Home  Equity  Conversion,  August  1982. 

National  Center  for  Home  Equity  Conversion,  August  1982. 

National  Center  for  Home  Equity  Conversion,  August  1982. 
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IX.  Equity  Conversion  Income  as  it  Affects  SSI  and  Medicaid  Eligibi 

The  National  Center  for  Home  Equity  Conversion  in  Madison, 
Wisconsin  refers  all  questions  regarding  SSI  and  Medicaid  eligi- 
bility to  a  statement  contained  in  an  information  paper  prepared 
in  July,  1982  by  The  Special  Committee  on  Aging  -  United  States 
Senate:   "Turning  Home  Equity  Into  Income  For  Older  Homeowners." 
This  statement  points  out  that  the  Social  Security  Administration 
has  not  yet  developed  hard  and  fast  policies  to  deal  with  home 
equity  conversion  income.   Until  these  policies  are  developed, 
the  guidelines  will  be  as  follows:   SSI  eligibility  is  not  affected 
by  the  asset  value  of  a  home.   However,  loans  which  must  be 
repaid  or  resources  that  are  converted  into  cash  are  considered  to 
be  countable  resources.   Therefore,  reverse  mortgage  payments  or 
payments  to  the  elderly  homeowner  from  sale/ leas eback  arrange- 
ments will  be  countable  resources. 


If  eligibility  is  to  be  maintained,  countable  resources  at 
the  beginning  of  each  month  cannot  exceed  $1,500  for  a  single 
individual  or  $2,250  for  a  married  couple.   Even  if  the  income 
from  the  various  equity  conversion  mechanisms  would  cause  these 
limits  to  be  exceeded,  as  long  as  the  recipient  spends  the  income 
in  the  month  that  it  is  received,  eligibility  will  be  maintained. 
Annuity  payments,  interest,  and  similar  income,  except  for  the 
first  $20  are  counted  against  the  monthly  limit  of  $284.30  when 
determining  SSI  eligibility  and  benefit  levels. 

Regional  Decisions 

Fouratt  Corporation,  Carmel,  CA:   Bob  Henry,  President  states 
that  should  any  SSI  eligible  people  become  involved  in  the  program, 
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his  firm  will  use  the  Special  Committee  on  Aging's  statement  as 
its  guideline.   Fouratt  has  not  yet  pushed  for  a  ruling  from 
Social  Security  because  at  this  point  they  are  doubtful  that 
any  SSI-eligible  people  will  become  involved  in  their  California 
program.   As  their  program  goes  nation-wide,  however,  they  feel 
that  this  will  become  more  of  an  issue. 


Home  Equity  Living  Plan  (HELP  Inc.)  Buffalo,  N.Y. 


Donna  Guillaume;  Director  of  HELP,  has  been  told  by  Social 
Security  that  income  as  it  relates  to  eligibility  is  based  on  a 
quarterly  calculation  i.e.,  four  calculations  of  income  are  made 
per  year.   If  all  the  equity  conversion  payments  were  to  be  made 
during  one  quarter,  the  SSI  recipient  would  not  be  eligible  for 
payment  during  that  quarter,  but  they  would  be  eligible  during 
the  other  three  quarters. 


Thus  far,  no  SSI  recipients  have  been  involved  in  the  program 
Two  such  people  are  interested  in  the  program  now.   Because  of 
this,  HELP  Inc.  pushed  for  a  decision. 


Boston,  MA  Decisions;   The  Assistance  Program  Division  of  the  Social 
Security  Administration  located  in  the  JFK  Building  is  currently 
researching  the  issue  through  the  National  Center  of  Social 
Security  in  Baltimore. 


Reverse  Annuity  Mortgage  Program,  Corte  Madera,  CA 


Bronwyn  Belling,  Deputy  Director,  refers  to  a  letter  from 
John  A.  Svahn ,  Social  Security  Administration  Commissioner,  to 


the  United  States  Senate  Special  Committee  on  Aging  contained  in 
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an  information  paper,  "Opportunities  in  Home  Equity  Conversion 
for  the  Elderly,"  dated  July  20,  1982.   She  says  this  letter 
states  the  decision  of  the  Social  Security  Administration  regarding 
home  equity  conversion  (HEC) . 

Mr.  Svahn's  letter  states  that  at  this  time  there  is  no 
SSI  policy  that  deals  specifically  with  any  form  of  HEC  by  name. 
The  proceeds  of  each  type  of  HEC  fit  under  some  broader  existing 
policy.   To  the  extent  that  loan  proceeds  are  retained  beyond  the 
month  of  receipt,  they  become  countable  resources  to  be  measured 
against  the  SSI  limit  of  $1,500  for  a  single  individual  or  $2,250 
for  couple.   As  long  as  countable  resources  are  within  these 
limits,  they  have  no  effect  on  SSI  payment  amounts.   However, 
countable  resources  in  excess  of  the  limit  make  a  person  ineligible 
to  receive  any  SSI  benefit. 

Countable  income,  on  the  other  hand,  results  in  a  dollar-for- 
dollar  reduction  of  the  SSI  benefit  payable.   Thus,  based  on 
Federal  benefit  rates  which  became  effective  July  1,  1982, 
an  individual  with  countable  income  in  excess  of  $284.30  a  month 
($426.40  for  an  eligible  couple)  is  not  eligible  for  a  Federal 
SSI  benefit. 


If  a  reverse  mortgage  is  coupled  with  an  annuity,  the  annuity 
payments  (and  any  interest  accrued)  are  unearned  income  under 
Section  1612(a)  of  the  Social  Security  Act.   However,  receipts 
from  the  sale,  exchange,  or  replacement  of  a  resource  (a  home  is 
a  resource)  are  not  income  but  are  merely  resources  that  have 
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changed  form  (20  CFR  416.1103).   In  the  case  of  a  s ale /leaseback 
arrangement,  the  buyer's  payments  on  the  house  which  has  been 
sold  remain  a  resource.   However,  if  the  seller's  sale/ leaseback 
contract  has  value  and  can  be  sold,  it  is  a  countable  resource. 

Property  tax  deferral  is  not  considered  a  loan  under  the 
SSI  program.   Therefore,  a  governmental  payment  (deferral)  of 
a  homeowner's  property  tax  over  a  period  of  time  results  in  the 
homeowner's  receipt  of  in-kind  support  and  maintenance  which  is 
unearned  income  for  SSI  purposes  (20  CFR  416.1130). 


The  asset  and  income  levels  allowed  for  medicaid  eligibility 
vary  from  State  to  State.   South  Dakota  is  the  only  State  to 
specifically  exempt  reverse  mortgage  loan  proceeds,  both  interest 
or  earnings,  from  consideration  in  determining  initial  or  con- 
tinuing eligibility  for,  or  the  amount  of,  medical  or  public 
as  s  is  tance . 
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III.  Existing  Home  Equity  Conversion  Programs/Projects 


The  following  organizations  can  provide  more  information  on  specific 
plans  and  home  equity  conversion  in  general: 


American  Bar  Association,  Commission  on  Legal  Problems  of  the 
Elderly,  1800  M  Street  NW,  Washington,  D. C.  20036  (202)  331-2297. 

American  Homestead,  724  Signal  Light  Road,  Moorestown,  N.J. 
08057,  (609)  234-0283,  Contact:   James  Burke. 

Department  of  Human  Services , 

Bureau  of  Maine's  Elderly 

State  House,  Station  #11 

Augusta ,  Maine  ,  04333 

(207)  289-2561,  Contact  Person:   Jill  Duson. 

Fouratt  Senior  Equity  Plan,  The  Fouratt  Corp.,  P.O.  Box  K, 
Carmel-by-the-Sea,  Calif.  93921  (408)  625-4447,  Contact:  G.  Robert  Henry. 

Home  Equity  Living  Plan  (HELP),  Schiller  Park  Senior  Center, 
2057  Genesee  Street,  Buffalo,  N.Y.  14211,  (716)  892-2141, 
Contact:  Donna  Guillaume. 

Just-A-Start  Community  Development  Corporation 
320  Cambridge  Street,  Cambridge,  Mass. 
(617)  492-7900,  Contact:   Barbara  Shaw. 

National  Center  for  Home  Equity  Conversion, 

110  East  Main  Street,  Room  1010 

Madison,  Wis.  53703,  (608)  256-2111,  Contact:   Ken  Scholen. 

Reverse  Annuity  Mortgage  Program,  San  Francisco  Development  Fund 
1107  Oak  Street,  San  Francisco,  CA  94117  (415)  924-5770,  or  863-7800 
Contact:   Bronwyn  Belling. 

Wisconsin  Housing  and  Neighborhood  Conservation  Program, 
Department  of  Development,  State  of  Wisconsin, 
P.O.  Box  7970,  Madison  Wis.  53707  (800)  362-3020 
Contact:   Ronald  W.  Krohn,  William  Perkins 
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IV.   Home  Equity  Conversion  Assistance  Project 

In  January  1983,  the  Home  Equity  Conversion  Task  Force,  with  the 

Massachusetts  Department  of  Elder  Affairs  as  the  lead  agency,  submitted 

a  proposal  to  the  Department  of  Health  and  Human  Services  for  Discretionary 

funds.   An  overview  of  this  proposal  is  detailed  below. 

Applicant  Organization:   Commonwealth  of  Massachusetts 

Department  of  Elder  Affairs 
38  Chauncy  Street 
Boston,  MA  02111 

Target  Population:       Elderly  home-owners 

Total  Project  Period:    18  months 

Total  Budget  Request:    $170,000 
This  project  will  develop,  market  test  through  numerous  media,  and 
implement  a  set  of  home  equity  conversion  instruments  among  households 
and  neighborhoods  of  different  socio-economic  characteristics.   Through 
these  activities,  the  participating  organizations  will  gain  the  materials 
and  know-how  essential  to  developing  and  marketing  a  virtually  untried 
financing  approach  to  enhancing  economic  self-sufficiency  among  the  elderly. 
These  products  will  be  transferable  to  a  wide  range  of  community-based 
organizations  committed  to  elderly  programs  throughout  the  Commonwealth 
and  the  country. 

This  proposal  advances  the  state  of  the  art  regarding  home  equity 
conversions,  because  we  will  be  providing  local  communities  with  the 
knowledge  to  determine  what  kinds  of  home  equity  conversion  mechanisms 
would  work  in  their  communities  and  how  to  make  them  work  best.   We  are 
seeking  to  build  the  capacity  of  local  communities  to  assess  the  need  for 
and  develop  home  equity  conversion  arrangements  suitable  and  appropriate  to 
meet  the  housing  needs  in  their  neighborhoods. 
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The  proposal  will  enable  elder  homeowners  to  utilize  the  public  and 
private  sectors  to  generate  spendable  income  through  the  use  of  home  equity 
conversion  mechanisms  such  as  reverse  mortgages,  sale-leasebacks ,  and 
deferred  loans  to  create  accessory  apartments. 

The  goal  of  the  proposal  would  be  to  make  home  equity  conversion  an 
available,  workable,  and  feasible  possibility  for  Massachusetts  elders. 
Its  objectives  would  be, 

1.  To  provide  education,  information  and  training  for 
elder  homeowners,  lawyers,  and  lenders  through  a 
clearinghouse  which  would 

a.  Assist  communities  in  assessing  needs  for  equity 
conversion  mechanisms; 

b.  Function  as  an  information  center; 

c.  Provide  information  workshops  for  homeowners, 
lenders ,  and  lawyers ; 

d.  Create  educational  material  as  needed. 

2.  To  identify  and  explore  possible  solutions  to  institu- 
tionalized barriers  to  the  implementation  of  home 
equity  conversions  in  Massachusetts. 

a.  Draft  and  work  for  the  passage  of  enabling  legislation 

to  allow  state-chartered  banks  to  make  reverse  mortgages; 

b.  Explore  sources  of  capital  for  home  equity  conversions  such 
as  pension  funds,  creative  use  of  Community  Development 
Block  Grant  Funds,  the  secondary  market,  the  state  housing 
finance  agency,  and  private  foundations. 

c.  Research  and  try  to  resolve  legal  issues-affecting  the 
success  of  home  equity  conversions  such  as  the  treatment 
of  income  generated  by  home  equity  conversion  with  respect 
to  the  homeowner's  eligibility  for  public  entitlement 
programs  and  the  status  of  the  capital  gains  exclusion 
and  depreciation  in  the  sale-leaseback  model. 

3.  To  demonstrate  home  equity  conversion  techniques  in  a  cross 
section  of  Metropolitan  Boston  neighborhoods  with  differing 
housing  stock,  income  levels,  and  needs  utilizing  a  neighbor- 
hood focus,  which  would  provide  education  and  information  to 
elders  and  assist  them  in  choosing  which  equity  conversion 
instruments  will  be  implemented  in  their  neighborhood. 
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V  .   Reading  List  on  Home  Equity  Conversions 

A.    Books /Publications-*- 

Dauer,  Gary.   "Sale/leasebacks :   A  feasibility  study  of  its  implementation 
for  older  homeowners  in  the  South  End/Lower  Roxbury  Community."   Report 
for  the  Housing  and  Living  Assistance  Program,  United  South  End  Settle- 
ments (U.S.E.S.) 

De  Hamel ,  Beth  A.   "Home  Equity  Conversion  for  the  Elderly:   An  Analysis 
of  the  Concept  and  the  Alternatives."   Unpublished  Masters  Thesis,  JFK 
School  of  Government,  Harvard  University.   1982. 

Drury,  Michael.   Preliminary  data  analysis  on  the  "Treatment  of  Home 
Equity  Conversion  Benefits  by  the  SSI  Program."   1982. 

Edward,  Donald.   "Reverse  Annuity  Mortgages:  Washington,  D. C. :   Federal 
Home  Loan  Bank  Board.   1977. 

Fouratt  Corporation.  Sale-Leaseback  Promotional  Literature  entitled: 
a)  "The  Fouratt  Senior  Equity  Plan:  Buyer's  Handbook",  b)  "The  Senior 
Citizen  Equity  Plan"  (for  sellers)  1980. 

Greater  Essex  Community  Foundation.  "The  Case  for  a  Home  Equity 
Conversion  Program  for  Senior  Homeowners  in  Essex  County,  N.J. ," 
(Orange,  New  Jersey.)-,  1982. 

Guttentag,  Jack.   "Creating  New  Financial  Instruments  for  the  Aged," 
New  York  University  Graduate  School  of  Business  Education,  May,  1975. 

Guttentag,  Jack  and  Garnet,  Robert.   "Modeling  the  Buffalo  Plan," 
Home  Equity  Conversion  Project  (Madison,  Wisconsin),  1981. 

Guttentag,  Jack.   "Reverse  Annuity  Mortgages:   How  S  &  Ls  Can  Write 
Them."  Washington,  D. C. :   Federal  Home  Loan  Bank  Board,  November  1977. 

Guttentag,  Jack.   "Home  Equity  Conversion:   A  New  Factor  in  Retirement 
Planning."   Madison,  WI :   National  Center  for  Home  Equity  Conversion,  1982. 

Hagel ,  Bruce.  "Home  Equity  Conversion  Programs :   Are  They  Compatible 
with  Public  Entitlement  Programs,"  Clearinghouse  Review,  The  National 
Clearinghouse  for  Legal  Services,  Vol.  15,  No.  3,  July  1981. 

Home  Equity  Conversion  Project.   "Working  Papers  and  Proposals."   S . F. 
Development  Fund,  Madison  (WI)  Development  Corporation,  Westside 
(Milwaukee)  Conservation  Corp. ,  Buffalo  Senior  Citizen  Annuity  Program, 
Monona  (WI)  Senior  Citizen  Commission.  (Madison,  Wisconsin),  1980. 


Taken  from  lists  developed  by  Paul  Brown,  Housing  Specialist,  Boston 
Commission  on  Affairs  of  the  Elderly  and  the  National  Center  for  Home 
Equity  Conversion,  Madison,  Wisconsin. 
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Home  Equity  Conversion  Project.   "Proposals  for  Property  Tax  Deferral 
in  the  1981  Wisconsin  Legislature,"  (Madison,  Wisconsin),  1981. 

Home  Equity  Conversion  Project.   "Pilot  Project  Update,"  (Madison, 
Wisconsin),  February  1981. 

Home  Equity  Conversion  Project.   "Pilot  Project  Update  #2,"  (Madison, 
Wisconsin),  June  1981. 

Home  Equity  Conversion  Project.   "Pilot  Project  Update  #3:   S. F. 
Development  Funds,  Buffalo  Home  Equity  Plan,  Essex  County  (New  Jersey) 
Project,  Monona  (Wisconsin)  Senior  Citizen  Commission,"  (Madison, 
Wisconsin),  October  1981. 

Home  Equity  Conversion  Project.   "Housing  Issues."   Madison,  WI : 
National  Center  for  Home  Equity  Conversion.  1982. 

Home  Equity  Conversion  Project.   "Evaluating  Home  Equity  Conversion 
Plans"  Madison,  WI :   National  Center  for  Home  Equity  Conversion.   1982. 

Home  Equity  Conversion  Project.   "Home  Equity  Conversion:   Current  Status 
and  Federal  Policy  Options."  Madison,  WI :   National  Center  for  Home  Equity 
Conversion.  1982. 

Home  Equity  Conversion  Project.'  "A  "Guide  to  Sale  Leaseback  Arrangements 
for  Older  Homeowners  and  their  Attorneys."  Madison,  WI :   National 
Center  for  Home  Equity  Conversion. 

Home  Equity  Conversion  Project.   "Housing  Issues:   Summary  Outline, 
Draft  Recommendations  of  the  President's  Commission  on  Housing,  Federal 
Tax  Treatment  of  Depreciation  on  Residential  Sale  Leasebacks,  A  Federal 
Role  in  RAM  Development."  Madison,  WI :   National  Center  for  Home  Equity 
Conversion.   1982. 

Home  Equity  Conversion  Project.   "The  Deferred  Payment  Repair  Loan," 
(Madison,  Wisconsin) ,  1982. 

Home  Equity  Conversion  Project.   "Unlocking  Home  Equity  Through  Property 
Tax  Deferral,"  (Madison,  Wisconsin),  1980. 

Jacobs,  Bruce,  1982.   "An  Overview  of  the  National  Potential  for  Home 
Equity  Conversion  into  Income  for  the  Elderly."  Rochester,  N.Y. :   Public 
Policy  Analysis  Program,  University  of  Rochester. 

Jacobs,  Bruce.   "National  Potential  for  Home  Equity  Conversion."  Madison, 
WI :   National  Center  for  Home  Equity  Conversion. 

Jacobs,  Bruce.   "The  Housing  of  Elderly  Americans:   A  Keynote  Address  to 
the  1981  White  House  Conference  on  Aging."  Rochester,  N.Y. :   Public 
Policy  Analysis,  University  of  Rochester  Discussion  paper  #8103.   1981. 

Kaplan,  Smith  &  Associates,  Inc.   "Special  Study  on  Reverse  Annuity 
Mortgages."  San  Francisco:   San  Francisco  Development  Fund.   March  1981. 
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Kaplan,  Smith  &  Associates,  Inc.   "Standard  Format  of  Pubchase  and  Sale 
Agreement."  April  14,  1981. 

Kaplan,  Smith  &  Associates,  Inc.   "Evaluation  of  the  RAM  Program  of  the 
San  Francisco  Development  Fund:  Marin  County,  CA.  March  1,  1980  - 
March  1,  1982."   (Maurice  A.  Weinrobe,  Consultant) 

Marin  County  Project.    Computer  print-out  of  "Sample  RAM  Data."  1982. 

Mean,  Marilyn.   "Home  Equity  Conversion  and  Means  Tested  Programs" 
Madison,  WI:   National  Center  for  Home  Equity  Conversion. 

Merrill,  Sally  R.  and  Stephen  K.  Mayo.   "Research  on  Housing  Choice  and 
Home  Equity  for  Microsimulation  of  Retirement  Policy."  Cambridge,  MA: 
Abt  Associates,  1981. 

Merrill,  Sally  R.   "Home  Equity  and  The  Elderly.  :  Cambridge,  MA:   Abt 
Associates,  Inc.   1982. 

Myers,  Phyllis.   "Aging  in  Place:   Strategies  to  Help  the  Elderly  Stay 
in  Revitalizing  Neighborhoods."  Washington,  D. C. :   Conservation 
Foundation.   1982. 

National  Center  for  Home  Equity  Conversion.   "Final  Report  of  the  Home 
Equity  Conversion  Project,"  Madison,  Wisconsin,   March  1982. 

National  Center  for  Home  Equity  Conversion.   "Public  Policy  on  Home 
Equity  Conversion,"  Madison,  Wisconsin,  September  1982. 

National  Center  for  Home  Equity  Conversion.   "Home-Made  Pension  Plans: 
Converting  Home  Equity  Into  Retirement  Income,"  Madison,  Wisconsin, 
August  1982. 

Neubig,  Thomas.   "Reverse  Annuity  Mortgages :   A  Dissaving  Mechanism 
for  Older  Homeowners,"  in  Gregory  J.  Duncan  and  James  N.  Morgan  (eds.), 
Five  Thousand  American  Families:   Patterns  of  Economic  Progress. 
Volume  VIII.  Ann  Arbor,  MI;   Survey  Research  Center,  University  of 
Michigan.  1980. 

Parliment,  Thomas  J.  and  James  S.  Kaden.   "The  Shared  Appreciation  Concept 
in  Residential  Financing."  Chicago:   The  U.S.  League  of  Savings 
Associations,  April  1982. 

Peterson,  Kristina  and  Ingrid  Heinsohn.  "The  Uses  of  Research  Sponsored 

by  the  Administration  on  Aging  (  A. A):  Case  Study  No.  6  —  The  Home 

Equity  Conversion  Project."  Washington,  D.C. :   American  Institutes 
for  Research.   1982. 

San  Francisco  Development  Fund»   "Questions  and  Answers  about  RAMs  " 
"How  the  RAM  Program  processes  your  application."  "Origin  and  Programs 
of  the  S.F.  Development  Fund." 
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Scholen,  Ken  and  Yung-Ping  Chen  (eds.)  Unlocking  Home  Equity  for  the 
Elderly,  Ballinger  Publishing  (Cambridge),  1980. 

Scholen,  Ken.   "New  Developments  in  Private  Sector  Home  Equity  Conversion 
Loans,"  Home  Equity  Conversion  Project  (Madison,  Wisconsin),  1981. 

Scholen,  Ken.   "Beyond  the  Golden  Age  Club:   New  Products  for  the 
Fastest-Growing  Segment  of  the  American  Population,"  Home  Equity  Conversion 
Project  (Madison,  Wisconsin),  1982. 

Scholen,  Ken.   "Federal  Tax  Treatment  of  Depreciation  on  Residential 
Sale  Leasebacks  for  the  Elderly,"  Home  Equity  Conversion  Project 
(Madison,  Wisconsin),  1982. 

Sjogren,  Jane  and  Judith  Feins.   "Home  Equity  Conversion  Through  Reverse 
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State  of  Connecticut.   Department  of  Aging, "Alternatives  for  Housing  the 
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VI  7  Definitions 

Annuity  -  A  series  of  payments  made  at  regular  intervals  over  the  lifetime 
of  the  recipient  or  for  a  predetermined  period.* 

Deferred  Payment  Loan  -  A  loan  upon  which  the  borrower  is  not  required  to 
pay  interest  or  principal  until  death  or  prior  sale  of  the  home.  * 

Home  Equity  -  The  value  of  a  home  less  any  mortgage  or  other  lien  secured 
by  the  home.* 

Home  Equity  Conversion  -  The  process  of  converting  home  equity  into  cash  without 
relinquishing  occupancy  rights.* 

Life  Estate  -  A  total  ownership  right  that  lasts  until  death. 

Mortgage  -  Any  instrument  that  creates  a  lien  against  real  estate  as  a  security 
for  the  payment  of  a  debt.* 

Loan-to-Value-Ratio  -  The  amount  of  a  loan  divided  by  the  value  of  the  home  that 
secures  it.* 

Reverse  Mortgage  -  A  deferred  payment  or  interest  only  loan  or  a  series  of  such 
loans  for  which  a  home  is  pledged  as  security.* 

Reverse  Annuity  Mortgage  (RAM)  -  Any  reverse  annuity  purchased  with  the  proceeds 
of  an  interest  only  loan.* 

Reverse  Annuity  -  Any  home  equity  conversion  plan  that  includes  an  annuity.* 

Sale/Leaseback  -  The  sale  of  a  home  to  a  buyer  who  immediately  leases  it  back 
to  the  seller.* 


From  Unlocking  Hone  Equity  for  the  Elderly,  Ken  Scholen  and  Yhg-Ping  Chen, 
Editors,  Ballinger,  1981,  pp.  277-278.   ' 


